The paper examines possible EU enlargement in Western Balkans from the point of view corruption. Transparency International warns from the risks of acceleration and spreading of corruption in economic integration between states with different levels of integrity, and draws ambitious guidelines for optimal anticorruption policy. The paper aims for policy advices concerning proper anticorruption policy. The method is, first, to compare the candidate states to the current 28 EU states in terms of corruption and the quality of governance. Second, the paper surveys relevant economic literature on the macroeconomic effects of corruption, which shows that in countries, that are imprinted by both corruption and bad governance, particularly in terms of rule of law and government effectiveness, a straightforward attack on corruption is hopeless, and it may even be economically detrimental. The conclusion is that following the guidelines given by Transparency International is a too winding path to take, and it is almost impossible to set integrity as a precondition for entry. Optimal policy to avoid the contagion of corruption is to focus not on the candidates, but on the existing EU28, and particularly on close neighbors of the candidates. This can be done best by concentrating on international business transactions, namely by strict enforcement of the OECD anticorruption convention. The EU should pressure all member countries to uniform commitment to that project. After the entrance, the rooting out of corruption and the enhancement of formal governance in the new member states can then be carried out in due course.
Introduction partners, especially in the close neighborhood, to contagion of corruption. Descriptive method is used to present the situation within the candidate countries with respect to that in the existing EU countries, and to pinpoint the profound distortions in formal governance not only in the candidate countries but also in some of the most relevant trading partners. Moreover, the issue of corruption is tackled also from the point of view its macroeconomic effects. The final aim of the paper is to analyze, whether the first-best policy suggested by Transparency International is an appropriate way to take, or would it be better to take a second-best approach. The argument is that the profound distortions in the candidate countries and in their natural trade partners make the setting a second-best environment, where a more realistic integration policy in terms of combating corruption is appropriate.
The paper proceeds as follows. First, the candidate countries Albania, Macedonia, Montenegro and Serbia, and potential candidates Bosnia and Herzegovina, and Kosovo are set in comparison with the existing EU countries with reference to trade connections, corruption, and the quality of governance. Second, the literature on the macroeconomic effects of corruption is briefly surveyed. The third section assesses the optimal stance towards the issue of corruption in the enlargement process. The concluding section states that, instead of focusing on rapid defeats against corruption in the candidate countries, the mother EU should rather concentrate on its own house-cleaning, and especially on the integrity of its business sector when it penetrates into the new markets. A key policy instrument is strict and exhaustive enforcement of the OECD anticorruption convention (1997) .
The EU enlargement process has lately been oriented to Western Balkans. Currently, Croatia is the only EU member state in that region, and the rest of the Balkan states are either official candidate countries, including Albania, Macedonia, Montenegro, and Serbia, or potential candidate countries, including Bosnia and Herzegovina, and Kosovo.
This time, the enlargement process is somewhat different than before (European Parliament Think Tank, 2016) . There are two main reasons for that. First, the EU itself is in a flux. This is partly reflected by the five-year halt to enlargement since 2014, and the current refugee crisis has even increased the menaces. The Brexit in June 2016, growing threat of terrorism, and the rise of radical right-wing parties, populism, and nationalism in many countries pose notable reluctance towards opening borders. Second, the Western Balkan countries present a particularly complex case. Those countries are still under transition towards market based democracy, and their economic development has not accelerated notably. Adjacent to that, the legacy of severe armed conflicts and bilateral disputes is still haunting. The region is also in the heart of the refugee transit.
Still, the EU has recently confirmed that the inclusion of the Western Balkans remains on the agenda and is a matter of mutual interest. Due to the complexity of the case of the Western Balkan countries, a scrutinized stabilization and association process is implemented to carry out their gradual integration into the EU. "The bar for accession has been set higher" for the candidate countries because of the increased focus on conditionality, reshuffled priorities, and rule of law as a major area of concern. Pre-accession monitoring is emphasized instead of post-accession monitoring, which has proven inefficient for example in the cases of Bulgaria and Romania.
Another highlight is the increased focus on regional cooperation. The idea is that, while enlargement is on hold, cooperation could give fresh impetus to the region's economic performance, reconcile societies, and prepare them for the eventual EU entry. Yet, besides problems with rule Background of law, a key element in the complexity of the case of Western Balkan countries is the existence of pervasive corruption, intertwined with deficient formal governance. In such circumstances, facilities for healthy regional cooperation that would prepare the area for EU entry are poor, indeed. Thus, the focus must be also on government effectiveness.
A somewhat similar situation emerged in Southeast Asia, where the ASEAN Economic Community was established in 2015. With respect to that initiative, Transparency International (2015) warned that economic integration is risky between countries that differ in terms of corruption. Increasing cross-border trade, investments, and migration of people and capital create new opportunities, or even necessities, for illicit transfers and corrupt actions. Therefore, economic integration may not only accelerate corruption in the newcomers but also make it spread to the initial member countries. Moreover, since corruption distributes the economic benefits unequally, there is a notable danger of the accumulation of social unrest. Transparency International's suggestion for solving the issue of corruption in Southeast Asia is to build an "ASEAN Integrity Community". That should include achieving effective anticorruption policies, legislation and strategies; strong and independent anticorruption institutions; intergovernmental anti-corruption cooperation; and meaningful engagement with civil society and the business sector. So far, these ambitious initiatives don't seem to have actualized, and corruption still strikes at the roots of the area's development (Checchi, 2017) .
The average state of integrity within the present EU is fairly good, far better that in the candidate countries. Yet, there are also some problematic EU economies, particularly in the close neighborhood of the candidate countries. Thus, there is a noteworthy risk of cross-border contagion of corruption, and the warning by Transparency International must be taken seriously when assessing EU enlargement in Western Balkans. Since the economic gains generated by the single market is one of the cornerstones of the enlargement process, the assessment needs also consideration of the economic effects of corruption.
There is no doubt that corruption causes microeconomic damages by erecting biased incentives and distorting the allocation of resources. However, the question about its macroeconomic effects is more obscure. The mainstream view still is that corruption is pernicious on economic performance, but there is also some evidence about positive macroeconomic effects in countries that suffer from flawed governance. The evidence is especially noteworthy, when the quality of governance is monitored in terms of rule of law, and government effectiveness. In such surroundings, corruption may have lucrative economic effects, if corruption initially acts rather as a complement than a substitute to formal governance. If so, rapid rooting out of corruption in terms of pre-accession monitoring would be very hard.
Openness, corruption, and quality of governance
The warning of Transparency International (2015) that corruption endangers economic integration is broadly based on the argument that the increase of trade within the widened single market makes corrupt behavior accelerate and spread across the partner countries thus causing economic inefficiency and social problems. Therefore, the biggest intra-EU traders, and also the close neighbors of the candidate countries are the most probable victims of contagion. Table 1 reports the share-out of intra-EU trade between the current 28 member states. Table 1 shows that the power of trade in Europe is highly concentrated. In 2015, the three biggest traders, Germany, France, and UK cover about 43 % of the intra-EU trade, and the seven biggest traders, Germany, France, UK, Italy, Belgium, Netherlands, and Spain cover about 70 % of the trade. Of these, Germany, UK, and Spain are on a rising trend, while the others decline in their share of mutual trade within the EU. A reasonable assumption is that the enlargement of the single market erects new trade connections particularly between close neighbors. The EU neighbors that have common borders with the candidate countries are Bulgaria, Croatia, Greece, Hungary, and Romania. Of these, Hungary, and Romania report relatively high activity in trade. Italy can also be regarded a neighbor, because it has a close connection to Western Balkans over the Adriatic Sea. As a notable EU trader, Italy requires special attention in the analysis.
Transparency International (2016) defines corruption as "the abuse of entrusted power for private gain". The concept "grand corruption" refers to misconducts at the top level of government, arising from the leaders' capability to benefit at the expense of the public good, and leading to serious distortions in sector policies and the general functioning of the state. "Petty corruption" refers to abuse of entrusted power by civil servants in their everyday interactions with the service users of hospitals, schools, police departments and other agencies. "Political corruption" means abusive manipulation of the mechanism of public resource allocation by political decision makers, who aim only to sustain their own power, status and wealth.
Transparency International monitors the worldwide extent of corruption by the Corruption Perceptions Index (CPI), and provides comparative time-series of it country by country. The CPI aggregates data from different sources that provide perceptions of business people and country experts about the level of corruption in the public sector, calculated as the average of the scores from at least three sources. The scale of the index goes from 0 (utmost corruption) to 100 (full integrity). The scores are rounded to whole numbers. The CPI scores in 2015 for the current 28 EU states can be found from the Appendix. Table 2 shows that the CPI values of both the official and potential candidate countries have remained far below 50 over 2012-2015, which means that they are regarded as highly corrupted countries by Transparency International. During the time-span, none of the countries shows undisputed improvement in that respect. In 2015, the average CPI score of the official and potential candidates is 38,8, while the respective figures read 75,7 for the big traders, and 90 for the Nordic welfare sates. The average CPI for the current EU member states is 65,4 (see the Appendix). Compared to those figures, the average CPI scores of the candidate countries are markedly low.
The situation is quite the same among the close neighbors. Bulgaria, Greece and Romania are highly corrupt countries, and the bad scores of Italy are noteworthy because of its vivid trade. The average CPI score for the neighbors is 46,5 in 2015, and only Croatia and Hungary barely avoid being labeled as highly corrupt. Croatia shows a slightly rising trend, while Hungary seems to follow a more dismal pattern. However, since the CPI scores, like all perceptions-based measures, are in fact incomparable over time, no definite conclusions can be made about the evolution of corruption in any of the countries listed in Table 2 .
The quality of governance is monitored by World Bank's Worldwide Governance Indicators (WGI).
The WGI are aggregated from a big amount of underlying variables from a wide variety of data sources, reflecting the views of survey respondents, and public and private experts worldwide. The numerical scale of the WGI goes from -2.5 (minimum quality) to 2.5 (maximum quality). Of course, the measurement of the quality of governance based on any kind of data is inherently difficult, but, in any case, the WGI permits meaningful cross-country comparisons (Kauffman, Kraay & Mastruzzi, 2010) .
From the variety of the WGI indicators the most relevant ones for this study are Government Effectiveness (denoted GE), and Rule of Law (denoted RL). GE "reflects perceptions of the quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality if policy formulation and implementation, and the credibility of the government's commitment to such policies". RL "reflects perceptions of the extent to which agents have confidence in and abide by the rules of society, and in particular the quality of contract enforcement, property rights, the police, and the courts, as well as the likelihood of crime and violence". Thus, GE and RL monitor the issues from both sides: from the viewpoint of the formal governance at all levels, and from the viewpoint of the public's adaptability to the official structures. Table 3 The GE and RL scores in 2012-2015 (GE up and RL below in each cell) remain in poor condition in 2015 according to both GE and RL. On the average, the candidate countries score -0,09 in GE and -0,22 in RL in 2015. The ratings are very low compared to the EU averages 1,13 for GE, and 1,12 for RL (see the Appendix).
The situation is only a bit better within the close neighbors. The steadily declining trend of Hungary deserves attention, particularly in the light of the country's recent political decadence, and a dismal fact is that Italy scores badly also in this respect. On the average, the neighbors' scores are 0,33 in GE, and 0,19 in RL in 2015,
The reference EU economies portray a totally different and fairly stable picture. The quality of governance at its best in the Nordic welfare states (1,83 in GE and 2,05 in RL on the average in 2015). Note that Netherlands, which obeys a quite similar socio-economic pattern, scores almost equally well. The ratings of Germany and UK stay somewhat lower, but exceed those of France, Belgium, and Spain (see also the Appendix).
By Table 3 , the state of the quality of governance in the candidate countries and in their close neighbors compared to the reference countries is pretty much in line with the observations of corruption presented in Table 2 . This emphasizes the well known fact that corruption is actually a symptom of more generally flawed governance (Myrdal, 1968) .
To sum up the information from Tables1-3, the warning by Transparency International of acceleration and spreading of corruption seems to be noteworthy. The candidate countries are badly corrupt, and so are most of their close EU neighbors. The eventual increase in crossborder trade with neighboring countries opens doors also for corruption to trespass. Moreover, the integrity of large exporting companies of the biggest EU traders may be questioned, too. For example Siemens from Germany was in 2008 caught from vast bribery in corrupt countries (Fisman & Golden, 2017) . Thus, it is quite plausible that the opening of new markets in countries with broadly bad governance can make corruption run riot.
Corruption and economic performance
The question about the economic effects of corruption has been widely discussed in the economic literature (for recent summaries, see Ugur, 2014; and Popov, 2015) . The mainstream view is that the microeconomic distortions caused by corruption turn to detrimental macroeconomic effects, say, on economic growth, capital accumulation, and employment. This is called the Sand in the Wheels Hypothesis (SWH). For example Mauro (1995) and Mo (2001) support his view. Méon & Sekkat (2005) finds that corruption hampers growth and investments, and even more so if the quality of governance is bad. This is widely regarded as a seminal confirmation of the strict form of the SWH, albeit the analysis suffers from an error in the main regression formula.
However, there are other visions of corruption, too. A persuasive counterargument to SWH is that the microeconomic distortions caused by otherwise bad governance are more profound than those caused by corruption as such, and that corruption may in effect alleviate the basic distortions thus making the macroeconomic effects of corruption positive. This idea of second-best optimality is called the Grease in the Wheels Hypothesis (GWH) saying that corruption may help economic agents to bypass unnecessary regulations and red tape thus lubricating transactions and enhancing the operative power of the market. For example Leff (1964), and Huntington (1968) are early proponents of this hypothesis, and e.g. Méndez & Sepulveda (2006) provides more recent empirical support for it. Kéïta & Laurila (2017) tackles the controversy by, among other things, remedying the above mentioned regression flaw of Méon & Sekkat (2005) . The paper finds that, while SWH holds in general, there is some support also for GWH, particularly when GE and RL are considered as indicators of the quality of governance, and suggests that corruption in very badly governed countries may foster economic convergence, too. This means that corruption may help less developed economies to catch up with more developed ones (about the conditional convergence hypothesis, see Mankiw & Weil, 1992) , which would act for the economic benefit of the EU enlargement process.
Furthermore, Méon & Weill (2008) finds that corruption enhances economic efficiency in countries with bad governance, especially when the quality of governance is measured by GE and RL. The finding is insightful, because it dives deeper into the origins of the microeconomic distortions caused by deficient governance. Thus, the result constitutes a further pleading for GWH in surroundings, which match the present case of EU enlargement.
The above excerpts from the literature show that there still exists some ambiguity concerning the macroeconomic effects of corruption. However, the key issue seems to be that corruption and the quality of governance are tightly intertwined. Economic distortions can well arise from bureaucrats' self interests, and corruption endogenously leads to bad governance thus exacerbating the distortions (see e.g. Kurer, 1993; and Kauffman & Wei, 2000) . As a matter of fact, major international organizations have widely taken this view of systemic corruption being merely an indicator or broader failures of governance (Fisman & Golden, 2017) .
Prevalent amalgamation of corruption and bad governance usually has a long history and strong socioeconomic roots, which come down to the societal values (i.e. Latency in the AGIL paradigm of Parsons 1970). In this kind of a situation, combating corruption is an extremely difficult and time consuming project, since it necessitates a profound change in the nation's social psychological pattern of behavior (Fisman & Golden, 2017) .
Policy Implications
The analysis indicates that the Western Balkan candidate states are countries with broadly poor quality of governance and high corruption rates. It is quite plausible that their prevalent corruption has historically amalgamated with formal governance somewhat complementarily. The fact that such amalgam is hard to melt down must be taken seriously in the stabilization and association process. It would be a mistake to impose tough integrity clauses on the candidate countries as a precondition for entry in the spirit of pre-accession montoring. Moreover, if GWH should happen to hold in these countries, defeating corruption might have negative short-run effects that go beyond the candidate countries. The expected economic gains would wither as the new market opportunities for the bullish entrants shrink thus dampening the expected gains from the enlargement of the single market. The expected boost in the aggregate growth of the EU would also flop due to the slacking catch-up mechanism in the newcomers. All this would shake the economic cornerstone of the integration process. The first-best solution would be a comprehensive attack on corruption and bad governance both in the candidate countries and the mother EU, as presented by Transparency International (2015) in the context of ASEAN countries. In the present context, the aim would be to establish a "European Integrity Community" that calls "citizens, businesses and civil society alike to fully participate in the reduction of corruption across the region". This would imply the construction of an EU-wide "NorNet welfare state" model with respectable formal governance and unified intolerance of corruption (the label NorNet is because the Netherlands has a quite similar socioeconomic model as the Nordic countries Denmark, Finland, and Sweden, and has nearly as good CPI, GE, and RL indicator values). The dismal fact is that carrying out this kind of a first-best plan within a reasonable time-span is merely wishful thinking.
The second-best optimum is based on the observation of historical amalgamation of corruption and bad governance that is deeply rooted in the socioeconomic mentality. Thus, there is a notable system of informal corrupt governance, which rather complements than substitutes the deficient formal governance. A hasty anticorruption attack might dry this grease, and a wide-eyed European Integrity Community attempt would be too time-consuming. Therefore, something else is needed in order to prevent the spreading of the contagious disease of corruption.
In this second-best world, the acceleration and spreading of corruption can be best avoided by focusing on the on international business transactions from the existing EU countries to the newcomers. This can be easily, rapidly, and effectively done by strict enforcement of the anticorruption convention by OECD (1997) . The Convention on Combating Bribery of Foreign Public Officials in International Business Transactions commits all OECD member countries to put in place legislation, which criminalizes bribery of foreign officials by domestic firms. Closely obeyed the convention is a powerful weapon in the battle against corruption.
Still, five of the EU countries have not ratified or acceded to the convention, namely Croatia, Cyprus, Lithuania, Malta, and Romania. Furthermore, the enforcement of the laws has been lax in many of those EU countries that have ratified the convention, even among the states with highest integrity and most reliable governance. The EU should unify the project by urging the non-ratifiers (especially Croatia and Romania) to ratify the convention, and pressing the negligent states, particularly the neighbors of the candidate states (including Italy) to fortify their enforcement. This would also be a loud enough starting shot for the race to the European Integrity Community.
Conclusions
_ In the stabilization and association process of EU enlargement, there are many important issues to be solved. The issue of apparent corruption in the Western Balkans is only one aspect among others, but it should be tackled with special caution. This is an EU wide concern, because the enlargement of the single market may make corruption spread through trade thus making things even worse. The paper argues that it would be a mistake to rely on pre-accession monitoring of the candidate countries in the hope of internal house-cleaning.
_ There are several reasons for this. First, wiping out corruption is not easy. A well-intentioned, externally induced attack against corruption in countries that experience a long history of it may well end to a rout. Second, even if the attack was a success, the result can be a macroeconomic disappointment for the whole EU. Third, defeating corruption is inherently subordinate to the time-consuming consolidation of formal democratic governance of the candidate countries. That is a tedious project, which is on the long-term agenda of the stabilization and association process in any case. And fourth, the twisted motives of big export companies of voluminous EU trades must not be omitted.
_ Anti-corruption actions are most effective within countries, in which corruption is not a big issue, and in which the formal democratic governance possesses the requisite arsenal for the combat. Therefore, the threat of acceleration and contagion of corruption in the context of EU enlargement in Western Balkans can be best blocked by focusing not on the candidates, but on the existing players in the single market.
_ The primary anticorruption acts by the current EU countries should be oriented towards the business transactions of domestic firms penetrating into the new markets. In this respect, the building block is the OECD anti-corruption convention. The European power states Germany, United Kingdom, Netherlands, France, and Belgium should be fairly well equipped in its enforcement, not to mention the Nordic welfare states Denmark, Finland, and Sweden. Other countries that score above the EU average in terms of CPI, and GE and RL should also be capable to conduct the enforcement, especially if they are nudged to do so.
_ Italy is in a special position, because it scores poorly both in terms of corruption and quality of governance, and because it is a notable intra-EU trader with close connections to the Western Balkans over the Adriatic sea. Thus, the EU must watch closely Italian firms and governance. The badly corrupted neighbors Bulgaria, Croatia, Greece, Hungary, and Romania are in special danger of acceleration and spreading of corruption thus deserving the same treatment. Since a majority of the present EU states score below the current average in terms of CPI or GE or RL, there is a considerable need for persistent centralized scrutiny by the EU.
_ To sum up, corruption and bad governance are intertwined, and rooting out corruption cannot happen without remedying governance. Therefore, proper anti-corruption policy should consist of primary measures, that is strict enforcement of the OECD anticorruption convention, and secondary measures, that is long-term building of the European Integrity Community. The virtue of the primary shield against contagion of corruption is twofold. First, it gives time for the secondary measure, the replacement of corrupted informal governance by legitimate formal governance in the new as well as in some of the old EU partners. Second, the unbreakable shield erects inherent motives for gradual reforms by the problematic states themselves. 
